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NOTES 


All figures in millions of U.S. dollars, unless otherwise specified. 
Weighted conversion rates : 1979 : $ 2.6525 = one Bahrain Dinar; 1980: 
$ 2.6667 ; 1981: $ 2.6596. 


Bahrain import/ export figures: Bahrain Monetary Agency and Bahrain 
Statistical Bureau. 

3 ; ‘ ; 

1981 non-oil and U.S. share export/ import figures are for January- 
September. 


l 

4 s ; L er . 
Bahrain Monetary Agency is still reconciling 1980 data from various 
statistical sources and were, therefore, unable to provide a figure. 


Inflation dropped in 1979 due to a slowdown in economic activity and 
government spending and decline in rents. Governments food subsidies 
and price controls sheltered part of the population from rising food 
prices in 1979. 


6 F : 
IMF and Government of Bahrain estimates. 


NOTE ON POPULATION : The last census taken in Bahrain (1981) showed a 
population of 350,798 of which 68 per cent were Bahrainis. Asians 
represent 7/7 per cent of the total expatriate population. 


SOURCES: Bahrain Monetary Agency, Annual Report 1980 (n.d.). Bahrain 
Monetary Agency, Quarterly Statistical Bulletin ( Dec. 198i). 
State of Bahrain, Directorate of Statistics, Foreign Trade 
Statistics 1980. In cases of conflicting trade figures, 
Embasssy has accepted Bahrain Monetary Agency statistics as 
more reliable. 








BACKGROUND 


Bahrain, a small island state in the politically turbulent Arabian Gulf, 

has linked its economic future to the building of a viable regional and 
industrial center. It is already the Gulf's principal base for banking 

and insurance and ship repair. It seeks to become the Gulf's focal point 
for regional business operations and Gulf joint venture industrial projects. 


Bahrain enjoys the most efficient communications system in the Gulf and is 
actively developing its educational sector, petroleum services, and selected 
industries such as petrochemicals, aluminum smelting and extrusion, and iron 


ore pelletizing. 


In large part, Bahrain's sound economic development policy has been dictated 
by its limited resources. Bahrain, a tiny archipelago of 30 islands covering 
371 square miles, has an estimated population of only 360,000. It is a 
petroleum midget in a sea of giants. Although Bahrain is the Gulf's oldest 
producer, its hydrocarbon reserves are small, and crude oil production is 
declining. Aside from a modest see cGhiniee and fishing sector, Bahrain has 
practically no other natural resources. These limitations are balanced by 
the island's felicitous geographic location, just offshore from the world's 
largest oil exporter and the midway point of air communications between 
Europe and the Far East. Further, since the Sumerian Dilmun culture 5 mil- 
lenia ago, Bahrain has been the home of an outward-looking trading people, 
at ease dealing with foreigners 


Bahrain's population is hard working and was exposed to modern education a 
generation webbie r than its neighbors. Bahrain has one of the most stable 
governments in the Middle East: the Al-Khalifa family has ruled the island 
for about two centuries,and the same pragmatic, Western-oriented team of 
ministers has with few changes directed Bahrain's affairs since the with- 
drawal of the British protectorate in 1971. 


During the past decade, Bahrain has transformed itself from a remote, sleepy 
island, little noted save for its archeological sites, pearl fishing (largely 
abandoned in the 1930s) and oil refinery, into a modern, sophisticated, and 
diversified economy. The dramatic rise of crude oil prices in 1973-74 bene- 
fited Bahrain not only by increasing the value of its own crude oil and 
refined products but also by multiplying the Gulf region's wealth and en- 


larging commercial opportunities for Bahraini entrepreneurs and Bahrain-based 
foreign business people. 3ahrain's capital of Manama doubled in population 
during the decade. The ship repair and aluminum industries were launched. 
Petroleum services boomed. eoRege banks, seeking a refuge from civil war in 
Beirut and attracted by the region's wealth and a favorable government policy 

in Bahrain, opened regional offices on the island. Infrastructure development 
was pushed, communications were rapidly upgraded, and the airport and port were 
enlarged. Between 1973 and 1981, the economy of Bahrain was completely trans- 
formed. This rapid and somewhat uneven economic growth typically was accompanied 
by high inflation and some social dislocation as living and working patterns took 
new forms. Many Bahrainis were not altogether displeased when the economy cooled 
in 1979. Consolidation, rather than rapid expansion, characterized Bahrain's 
economy in that year and through 1980. 





While completing infrastructure projects and its first phase of major in- 
dustrialization, the Government improved educational, health, sanitation 
and other social services. New project planning during 1980 and 1981, 
much of it the product of joint ventures with its wealthier neighbors, 
once again quickened the island's economic activity. As several major 
projects reach completion in 1983 and 1984, it is expected that Bahrain 
will experience a greater boom than it did in 1975. The Government, con- 
scious of the too rapid heating of the economy which occurred after that 
surge in regional oil wealth and concerned to temper the inflation expected 
in 1983 and 1984, will attempt to forestall the more negative aspects of 
rapid economic growth by, among other means, pacing project completion. 


Three caveats: Continued economic development in Bahrain depends heavily 
upon three factors largely beyond the control of those who manage Bahrain's 
affairs. Outweighing all other factors is the regional political stability 
which is essential for Bahrain to maintain the international business con- 
fidence necessary for its development as the mercantile and financial center 
of the Gulf. As the Gulf State poorest in mineral resources, it is the most 
economically vulnerable to any withdrawal of that confidence. Further, since 
regional political disputes as well as the Iranian revolution find echoes in 
elements within the Bahrainicommunity, Bahrain needs regional peace so that 
its social and political development can keep step with its economic growth. 
At this writing, the Iraq-Iran war continues with no resolution in sight, and 
the conflict in Lebanon has raised the political temperature throughout the 
area, but business in Bahrain has proved remarkably resilient, and business 
activity has continued to move forward. 


A secondary, but nevertheless important, factor for Bahrain's growth is the 
continued ability of the other Gulf States to carry through their financial 
commitments to Bahrain, particularly those involving joint ventures in indus- 
trial development. Falling oil revenues and a major budget deficit in a 
neighboring state could jeopardize second-generation industrialization pro- 
jects in Bahrain. Government policy officials, however, state that projects 
now budgeted will be carried out. Finally, the Gulf Cooperation Council (GCC), 
composed of Saudi Arabia, Kuwait, the UAE, Qatar, Oman, and Bahrain, has made 

a promising beginning since its foundation in May 1981, but must continue to 
strengthen its economic planning and cooperation. Wealth and human resources 
must be shared and industrial projects apportioned so that the national econo- 
mies complement each other. Although each Gulf State has its unique vulnera- 
bilities, significant problems in any one state could quickly affect others. 
The competition which has characterized the development of the Gulf States 
appears to be lessening, under the influence of GCC consultations, in favor 

of a sense of mutual interdependence and solidarity vis-a-vis the rest of the 
world. Bahrain and each of the other Gulf States will be strengthened as 

their joint planning, in economic as in other fields, becomes effective. 
Already the GCC is formulating plans to abolish trade tariffs among GCC members, 
create a Gulf common market, and found a Gulf investment fund. 





BUDGET 


The budget is both the Government's principal instrument of economic 
development and its barometer of progress. Bahrain's 1982-1983 budget 

(for more efficient planning, the Government presents biennial budgets although 
it has a 4-year investment plan) calls for expenditures of BD 1.2 billion 
($3.18 billion), almost double the BD 668 million ($1.77 billion) allocated 
for 1980 and 1981. Expenditures of BD 560 million (91.484 billion) in 1982 

and BD 646 £$1.711 billion) in 1983 are expected to match revenues. 


The largest amount allocated to any sector for the 2-year period is BD 77.5 
million ($205.4 million) to education, followed by BD 65.5 million (S$ 173.6 
million) to the Ministry of Works, Power and Water, and BD 62 million (S$ 164.3 
million) for health. The budget reflects GOB recognition that its greatest 
asset is its relatively highly educated population and the need to prepare 
it for the more technically demanding jobs of the future while satisfying 
social services needs. Fulfillment of the budget would more evenly distribute 
income ‘(per capita income in 1981 is estimated at $6,000 per annum) and raise 
the overall standard of living by its concentration on education, health, housing 
services. The continued development of the infrastructure should 
keep pace with needs generated both by increased industrialization and the mani- 
fold effects of the Bahrain-Saudi Arabia causeway (see below). Spending on 
power generators and water desalination top the list, with airport expansion, im 
provement of drainage and sewerage, and port and road development following close- 
ly. It is hoped that these expenditures will virtually complete Bahrain's infra- 
structure. 


and social 





For revenues to match such large expenditures, Bahrain will have to experience 
growth in invisible earnings, particularly from the banking and insurance sectors. 
Real growth for 1981 was 4 to 5 percent with little increase in inflation, 
estimated to have been 12 percent [Inflation was kept low by the strengthof the 
dollar, but the high interest rates associated with it increased GOB problems in 
managing domestic liquidity and interest rates. 


The budget does not include large projects in Bahrain financed by other Arab 
governments or international financial and investment institutions including the 
causeway, a cracking plant, a twin ammonia and methanol plant, and the Gulf Uni- 
versity. The budget, however,does include yearly appropriations for Bahrain's 
share of such projects. 


OTL AND GAS 
Any discussion of Bahrain's economy must begin with the petroleum sector. The 
discovery of oil on June 1 , 1932, and its production 2 years later, made 
Bahrain the first country in the lower Arabian Gulf and Arabian Peninsula to 

have an oil-based economy. Its oil revenues enabled Bahrain both to have a 
stable economy and to begin the social services and schools which would place 

it a generation ahead of its neighboring states. Realizing early that its 

oil reserves were not large, Bahrain very soon developed a tradition of conser- 
vation and careful planning. This is seen today in the Government's sound fiscal 
leadership and steady industrial development and in the country's social and 
political stability. 





The Bahrain Petroleum Company Limited (BAPCO) was formed in 1936 and soon 
after became a subsidiary of the Caltex Petroleum Corporation (50% Socal, 
50% Texaco) and was the first modern industrial establishment in the Arab 
Gulf States. It was the prototype for the giant Aramco consortium which 

was to follow soon after. For half a century BAPCO has trained Bahrainis 

to work in and manage a modern economy. Many of Bahrain's senior servants 
and technical personnel are former BAPCO employees. Although today Bahrain 
is the Gulf's smallest crude producer and attempts have been made to diver- 
sify the economy, petroleum supplied the State with 72 percent. of its 
national revenue in 1980, up 2 percent from 1979. More than half these 
revenues, however, do not derive from Bahrain's own oil production. By 
agreement with Saudi Arabia, Bahrain receives half of the income from the 
sale of crude from the offshore Abu Safa field which lies wholly within Saudi 
territorial waters adjacent to the Saudi-Bahrain boundary line. In 1980 Abu 
Safa payments to Bahrain amounted to about %88 million, in effect a huge 
Saudi subsidy to Bahrain's budget. 


Annual production from Bahrain's own onshore oilfield has been declining 
Since the 1977 peak of 77,000 barrels per day; remaining recoverable reserves 
are about 430 million barrels. In 1980 Bahrain's 241 production wells yielded 
17,500,000 barrels of oil, an average of 48,000 barrels per day, down 7 per- 
cent from 1979's production. The forecast for 1982 is that production 

will decline to 45,000 barrels per day. Further decline in fu- 
ture years will depend on enhanced recovery techniques now under consideration. 
The Bahrain field was the first in the world to implement a substantial gas 
injection program to maintain reservoir pressure in the oil producing zones. 
There is an active program of development well drilling to replace old wells 
and to stimulate production. Tertiary recovery with selective use of water 
flooding is under consideration, and steam injection in several relatively 
shallow zones is also under review. 


Declining onshore production has spurred new offshore exploration. Western 
Geophysical is conducting a seismic survey throughout Bahrain's territorial 
waters, expected to be completed by mid July, 1982. A valuation of the seismic 
data will provide details of the structural configuration and indicate potential 
oil traps in the offshore areas. While no major oil fields are expected to be 
found, it is considered likely that small, commercially viable structures 
are a good possibility. On completion of the offshore seismic survey, the French 
company, General Geophysique, will commence an island-wide onshore seismic pro- 
gram to supplement and refine results of the old seismic surveys. They will 
concentrate on the deeper horizons at 10,000 feet and below in the Khuff and 
pre-Khuff zones. 


Despite an overall decline in crude production, BAPCO refinery had a record 
breaking year in 1981 with the highest average crude run in the company's half 
century history. The average throughout for the year at the oil refinery was 
259,351 barrels per calendar day compared to the former all-time high of 258,822 
in 1977. (In addition to the Bahraini crude, the refinery processes about 200,000 
bpcd of Arabian light crude delivered by underwater pipelines from Saudi Arabia 
The bulk of the refined products are exported to many countries around the world, 
with only 3 percent of the refinery output consumed locally. 





Modest reserves and declining production of oil have stimulated exploitation 
of Bahrain's substantial natural gas reserves. Today the naturally occur- 
ring gas in the Arab zone is essentially depleted and is used to maintain 
reservoir pressure. However, gas occurring as a separate accumulation in the 
c feet 
Ss 


but this estimate is still to be confirmed. Only 12 Khuff wells have so 


far been drilled. Khuff gas is currently produced at a rate of approximate- 
ly 460 million cubic feet per day during the summer months’ (energy equiva- 
lent to 65,000 barrels per day of oil), falling off to about 300 million 
cubic feet per day during the winter. Approximately 10 percent of this 


unassociated gas is used for reinjection into the oil-reservoir to stimu- 
late oil production, 15 percent as refinery fuel gas, 45 percent for pow- 
er generation and water desalination, and 30 percent for power in Alba's 
aluminum smelter. The Khuff reserves could last 50 years if their use is 
retained only for these purposes and as fuel or feedstock in currently 
pianned industrial development such as the Gulf petrochemical project and 
the Arabiron. & steel pelletizer plant under construction. The 
deepest Khuff well drilled to date reached a depth of 16,127 feet. Con- 
sideration is being given to a deeper test well but temperature and pressure 
conditions found during the previous deep test probably preclude the pres- 
ence of oil. However gas and condensate may be found to supplement gas re- 


serves. Major lds have recently been discovered at similar depths 


in Saudi Arabia. 


Associated gas produced along with crude oil is the basis of Bahrain's 
successful liquefication industry. Previously about 100 million cubic feet 
per day of this associated gas was vented to atmosphere. It is now routed 

to the Bahrain National Gas Company (BANAGAS) liqueéfication plant which 
opened in December 1979. The 75 percent government-owned company produced 

in 1981: 1,028,280 barrels of propane, 817,410 barrels of butane, and 1,170,110 
barrels of naphtha. The "tail gas" from the plant is piped to Alba where it 
is combined with Khuff gas for use as fuel in power generation. In the face 
of declining world prices for liquid petroleum gas products, BANAGAS recorded 
an operating profit in 1981 of $63.6 million. It must be noted however, that 
associated gas can only be supplied as a feedstock to the gas plant so long 
as there is sufficient production of crude oil to maintain the supply of gas. 
Khuff gas is being injected into oil producing zones to maintain reservoir 
pressure and this injection gas is produced along with the oil as associated 
gas. The associated gas is therefore a mixture of the original reservoir 

gas plus previously injected richer Arab gas and the present Khuff gas injec- 
tion. A project is under study to recycle even more Khuff gas through the 
Arab reservoir to sweep out the remaining gas, enriching the lean Khuff 

the richer gas from the oil producing zones. 


Bahrain is unique among Gulf oil producers in that it exports no crude oil; 
all its production goes to Bahrain's 250,000 bpcd-capacity Sitra refinery. 

The refinery processes both Bahraini and Arabian crude. Only a small 

percentage of the refinery's production is marketed locally by the Bahrain 

Oil Company (BANOCO), which owns many of the retail service stations on the 

island. 
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In July 1980, the Government announced the acquisition for an undisclosed 
price of a 60 percent share of the previous wholly owned Caltex refinery. 
Bahrain's assumption of a majority ownership of the refinery followed by 
only 6 months its acquisition of the remaining 40 percent of the 

in which Caltex had retained exploration and production rights. To manage 
its remaining interests in Bahrain, the Caltex Petroleum Corporation creat- 
ed a wholly owned subsidiary company, Caltex Bahrain Limited. This new 
company continues to carry out the local marketing of lube oils and co- 
ordinates the supply and distribution functions for Caltex's remaining 40 
percent share of the refinery. The Caltex/government joint venture refin- 
ing company, the Bahrain Petroleum Company B.S.C. (Closed), processes crude 
oil on behalf of the two shareholders. 

Caltex also continued to manage and operate the producing field on behalf 
of the Bahrain Government. In January 1981, the Government established 
the Petroleum Marketing Unit within the Ministry of Development & Industry 
to market finished products from the Government's share of the BAPCO 
refinery. 


In January 1982, the Bahrain National Oil Company took over full responsi- 
bility for the management and operation of the onshore-oil producing activ- 
ities together with all offshore exploration and development. These moves 
are consistent with the long term trend in the region of national govern- 
ments assuming control of production, refining and marketing of their pe- 
troleum resources. 


Bahrain took a long step forward in 1980 toward building a petrochemical 
industry to complement its oil and gas production when it formed the Gulf 
Petrochemical Industries Company (GPIC) as an equal tripartite joint venture 
of Petrochemical Industries of Kuwait (PIC), Saudi Basic Industries Corpo- 
ration (SABIC) and the BahrainiGovernment. Snamprogetti, a subsidiary of 
Italy's state hydrocarbon concern, Ente Nazionale Idrocarbure, will con- 
struct the main complex of twin plants which will produce 1,000 tons a day 
of ammonia and methanol. The GPIC complex will be built in Bahrain on 
reclaimed land in Sitra on the northeast coast, directly south of the 
causeway leading to BAPCO's refinery products loading jetty. It will be 
connected to Sitra by a causeway, and a service road to the jetty will 
facilitate loading products into tankers from the BAPCO berths. 


The two GPIC plants will share offsite facilities and utilities, including 
a desalination plant, emergency power generator, and nitrogen unit. GPIC 
may possibly set up its own international marketing department. Marketing 
policies have yet to be developed but the complex will supply both regional 
and foreign markets. There should be many opportunities for U.S. firms 

to win secondary contracts from the GPIC operation for industrial supplies 
of many kinds. 


The $400,000 contract for the feasibility study of an even larger process 
engineering project, the Heavy Oil Conversion Company (HOCC) (with 40 percent 
Bahraini ownership and 30 percent each Saudi Arabia and Kuwait), was awarded 
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to Lummus Engineering of Bloomfield, New Jersey. Lummus will investigate 
about 30 possible plans for the project and recommend the three most viable. 
Construction of the plant, estimated at $1 billion, will be among the larg- 
est ever undertaken in Bahrain. HOCC will build a hydrocracking unit to up- 
grade 80,000 barrels a day of the shareholders’ low-quality residual fuels 
into high-value products such as naphthaand benzene. Opportunities for U.S. 
firms include contracts for a marine study, an environmental impact study, 
and a market survey, among others. 


INDUSTRY 


Foreseeing the day when Bahrain's oil reserves will be exhausted, the Govern- 
ment of Bahrain has sought to create an industrial establishment that will be 
the basis of the Gulf's first economy not directly based on petroleum produc- 
tion. These industries provide not only income for the State but also jobs 
and training for Bahrainis, and they stimulate local satellite industries and 
workshops. At the same time, the success of these new industries is linked 

to the petroleum sector, either directly (as with the planned ammonia/methanol 
plant discussed above) or indirectly. 


Aluminum smelting is Bahrain's leading example. Apart from oil, aluminum is 
the country's most securely established industry. Bahrain's first aluminum 
enterprise, founded in 1968, was Aluminium Bahrain (ALBA), in which the Govern- 
ment now has a 57.9 percent interest. Seven Western companies originally held 
the shares, but restructuring in 1979 left as investors only the GOB, Kaiser 
Aluminium Bahrain (17 percent), the German company Breton Investment (5.1 per 
cent) and the Saudi Public Investment Fund (20 percent). ALBA produces alu- 
minum for its four investors (who buy ore and pay the transfer prices) in pro- 
portion to their shareholdings. Technically, ALBA makes no profit or loss and 
runs no risk since it is merely an operating company for the investors. In 
1981, ALBA's net finished production was 141,316 metric tons, a 12.2 percent 
increase over the 1980 figure of 125,954. In November, 1981, ALBA completed 

a $120 million expansion plan, allowing the smelter to run now at its new ca- 
pacity of 170,000 metric tons a year. Additionally, expansion of billet and 
homogenizing facilities should be completed by the end of 1982. 


The Governments of Bahrain and Saudi Arabia market their ALBA product shares, 
78 


representing percent of ALBA's total output, through Bahrain Aluminium 
Company (BALCO), owned by both governments. This strong equity backing is a 
great boon in times when smelters in Japan, Britain, and the U.S. are closing 
down. Since the metals depression began in the spring of 1980, BALCO has 
followed a combined policy of selling at low prices and stockpiling . Stocks 
rose to 62,000 metric tons by the end of 1981 and by May 1982, were standing 
at 80,000 metric tons. While sales revenues for 1981 ($ 135 million) remained 
almost the same as those for 1980 ($137.2 million), the tonnage of metal sold 
increased 20%. The consequent squeeze on margins resulted in a net profit of 
$12.3 million, 75% below 1980's profit of $48.5 million. Although BALCO had 
expected its 1981 profit to be something under half of 1980's, it had not 
anticipated the sharp drop in prices during the last quarter of 1981. Prices 
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have further deteriorated in the first few months of this year, and BALCO 


expects that sales will remain well below cost for at least the first half 
of 1982. 


BALCO sells to 74 customers in 19 countries, including the Middle East, 
Indian subcontinent, Southeast Asia and East Asia. 


A new related industry, a 40,000-ton capacity aluminum rolling mill, is 
scheduled to go into production early in 1984. The U.S. firm Kaiser Engi- 
neers has been awarded the $5.3 million contract to prepare a site survey 

and update the feasibility study on behalf of the owner, the Gulf Aluminium 
Rolling Mill Company (GARMCO). GARMCO was founded in 1981 with participation 
by Bahrain, Saudi Arabia, Kuwait, Iraq (20 percent: each), Oman, and Qatar 
(10 percent each). There has yet been no decision on whether the rolling 
mill will be "hot" or "cold." Feedstock will come from Aluminium Bahrain 
either as molten or slab and will be processed to provide strip, sheet, or 
circular product. 


The first extrusion plant in the Gulf, the Bahrain Extrusion Company (BALEXCO), 
was established in 1977. One hundred percent government owned and a major 
customer of Aluminium Bahrain, it has increased its output of anodized alumi- 
num extrusions from 426 tons in its first year to 4,600 in 1980,when it showed 
a profit for the first time. The bulk of its output is unfinished systems 
(cladding, doors, window frames, etc.) supplied directly to the construction 
industry. BALEXCO supplies Bahrain's total needs for aluminum extrusion and 
exports the remaining 80 percent having gained a 12 percent share of the 
Gulf market. 


Founded in 1980 by Arab public and private shareholders, Bahrain's first steel 
company, the Arab Iron and Steel Company (AISCO), is expected to be in operation 
by 1983. Kobe Steel Company of Japan was awarded the $206.7 million project to 
build an iron ore pelletizing plant. Production capacity is expected to be 4 
million tons a year. Kobe's contract also covers a power station and a desal- 
ination plant. At the plant site, a-jetty with a capacity for ships up to 
100,000 tons will be built, 1.2 million square meters of land will be reclaimed 
for the plant. Demand from the Arabian Peninsula and Iraq is higher than the 
project can satisfy. The area will be a net importer of steel for at least 60 
percent of its needs up to the year 2000. 


Light industries established in Bahrain include a paper factory producing 
facial tissue and feminine products, an air conditioning workshop producing 
both window and split units, steel wool, a flour mill, a plastic industry, 
a paint factory and a snack food industry. The recently organized Bahrain 
Light Industries Company's first project, a furniture factory, is on the 
drawing board. 


THE CAUSEWAY 


Work began in early 1982 on the single iargest construction project in the 
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history of the Gulf, the building of a road link between Bahrain and Saudi 
Arabia. Twenty years in discussion and years in planning, the construc- 
tion contract of $564 million was awarded to a consortium called Bandar 
Ballast led by the Dutch firm Ballast Nedam Group. Other partners are 
Riyadh-based Bandar for Trade Project Corp. and Japan's liitsubishi. The 
consultant for the project is Saudi Danish Consultants, a joint venture 
between three partners: Saudi Arabia's Al Mehandis Nizar Kurdi; Christiani 
Nielse of Denmark; and Kampson, also of Denmark. The total cost of the 
project, to be borne totally by Saudi Arabia, is estimated at $800 million. 
The 25 kilometer project'will include 10 kilometers of embankments, 12 
kilometers of bridges, a 3 kilometers access dam and a 950 meter bridge 
between the island of Umm Nasan and Bahrain's west coast. The contract 


period for the project ends in January 1986. 


3RAMCO, which manages the Bahrain Government quarry, will supply 40 percent 
of the stone (at $18.9 million) and Nasser Hazza and Brothers of Saudi Arabia 
will provide the other 60 percent of materials. In all, 5 million tons of 
material will be used, and, at its peak, 5000 workers will be employed in 
Bahrain. 


Government officials and leading Bahraini businessmen are very optimistic 

about the project's positive benefits for Bahrain. Saudi Arabia's willing- 
ness to finance the causeway is believed by many Bahrainis to derive from 

the Saudi wish to guarantee continuing prosperity in Bahrain as oil supplies 
dwindle. In addition to assisting Bahrain to remain prosperous ana, therefore, 
more likely to remain politically stable, Saudi Arabia will also benefit from 
the causeway which will constitute the necessary transportation link to enable 


>t 


Bahrain's work force and light industry to develop in a manner complementary 
to the Saudi Kingdom's huge Eastern Province industrial development projects. 


In the short term, the causeway will generate a high level of economic activi- 
ty for the -year construction period, including the provision of housing 
for the huge work force and increased business for hotels, restaurants, other 
service industries and suppliers. Mina Sulman port expects to benefit from 
the construction process, since imports of materials will be unusually high. 


The completion of the causeway fits into new povernment planning to encourage 
tourism. The 45-minute drive from Saudi Arabia should encourage not only 

more Saudis but also the large Western expatriate work force in Saudi Arabia's 
Eastern Province to visit Bahrain for the weekend. 


Expatriates working in Al Khobar may choose to relocate, and Bahrain could 
become a bedroom community for the Eastern Province. Saudis, who can legally 
buy land in Bahrain, may also choose to build residences on the island. The 
likelihood of these developments depend on regulation yet to emerge governing 
immigration and custom procedures for causeway users. It is estimated that 
2,000 vehicles per hour could flow in and out of the country. Bahrain's road 
projects, which by 1985 will include a further 130 kilometers of new and 
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upgraded roads, involving a series of six overpasses (one at the Saudi 
causeway/ Saar Road junction), should ease some expected traffic con- 
gestion. Customs sheds are to be build midway on the causeway. Given 
the vigilance of both Bahraini and Saudi customs and immigration author- 
ities, it appears likely that total causeway traffic will usually be 
well below the design capacity of the structure. 


HOTELS AND TOURISM 


Fifteen years ago, the occasional Western business traveler to Bahrain 
found accommodation at the old Speedbird Guest House, where MEA, BOAC, and 
Qantas housed their air crews, and where hard-drinking expatriates crowd- 
ed into Bahrain's only open bar. Summer 1967 was a milestone in the com- 
mercial history of the island when Bahrain's first luxury hotels, the 
Delmon and the Gulf (both owned and operated by local interests) opened 
their doors. By 1980, Bahrain boasted seven luxury hotels with 1,677 
rooms. Four of these--Hilton , Ramada, Holiday Inn, and Regency 
Intercontinental-- - internationally managed. Two more luxury hotels 
opened in 1981--the 350-room Sheraton and the 285-room Diplomat (a 
Trusthouse Forte operation). If anything, Bahrain is oversupplied with 
luxury hotel rooms, and rates ($ 60-100 range) are softening. The busi- 
ness traveler is likely to have little trouble getting a reservation on 
short notice, unless he or she arrives during one of the major trade shows 
at the Bahrain Exhibition Center. 


The Government is exploring the praticability of developing the island as 

a tourist center in a modest way, and hopes todevelop over the next five 
years the west coast Al Jazaer Beach into a tourist resort with hotels, 
tennis courts, shops, chalets, and a marina. Other plans for Bahrain's 
coast include a chain of cafes along the beaches. The Government also 
hopes to develop more of Bahrain's outlying islands and possibly introduce 
a sea bus for tourists. However, tourist possibilities are somewhat lim- 
ited. The island's archeological remains are of more interest to the seri- 
ous student than to the tourist. Bahrain is unlikely to try to use casinos 
to attract visitors. Very high air fares discourage tourism from Europe, 
especially in competition with other sun-and-sand locations accessible 
through package tours. 


Bahrain, however, does have real attractions now for Arabs and Western 
expatriates in neighboring Gulf States. The Island's recreational facil- 
ities (including 17 new parks now being completed), restaurants, alcoholic 
beverages, night clubs, and bazaar are welcome diversions for the expatriate 
worker and his family in Saudi Arabia. Bahrain's hotels have developed 
special weekend programs, often built around touring musical, drama, or caba- 
ret groups. Regional technical seminars, business conferences, and trade 
shows also attract visitors to the island. Bahrain is the only country in 
the Gulf where American businessman can obtain 72 hour visas upon applica- 
tion on arrival at the airport. 





BANKING AND FINANCE 





No sector of Bahrain's economy has witnessed a more dramatic growth than 

that of banking and finance, and no sector is more responsible for Bahrain's 
economic transformation during the 1970s. To a great extent the Government's 
impulse to improve the infrastructure and communications of the island in the 
mid 1970s derived from the desire to make the island more hospitable to the 
small group of bankers who drifted to Bahrain from war-torn Beirut and to 
encourage more banks to follow them. 


By early 1982, Bahrain, despite its relatively low ner capita income com- 
pared with the other Gulf States, had become the premier banking and finan- 
cial center of the Gulf. In early 1982, it was estimated that 1 percent 

of the population was engaged in banking. With the further development of 
ancillary markets in insurance, commodities and securities, Bahrain is like- 
ly to become the most important financial center of the Middle East as well. 
Abdulla Saif, Governor of the BMA which regulates all banking and financial 
activities, envisions Bahrain as "a distinct Arab and Gulf financial center 
under the umbrella of the Gulf Cooperation Council." 


In early 1982, Bahrain had 141 licensed banks --65 offshore 
banks (OBUs), 19 full commercial banks, 48 representative offices,and 9 in- 
f 


vestment banks. Banks from virtually every geographical area of importance 
in the world economy are represented within the Bahrain market. The 
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th .. Japanese bank, for instance, recently opened a representative office 
“+ I J t I > 


joining 12 others and one OBU, Bank of Tokyo, Ltd. 
Among commercial banks, the largest in assets are the locally owned National 
Bank of Bahrain (NBB) and the majority Bahraini-owned, Bank of Bahrain and 
Kuwait (BBK). In 1980 the Government of Bahrain used NBB, of which it owns 
percent to participate in the borrowing of $300 million to finance its 
on of a 60 percent stake in the Sitra oil refinery from Caltex (the 


i = 
financially conservative GOB's first borrowing in international markets). 


is now to take an active role in arranging financing for some of Bahrain's 
planned industrial projects. Based on 1981 yearend tables, NBB ranked 
23rd among Arab banks by lead management positions with a total volume of 
hich it has lead-managed of $135.23 million. BBK has supplemented its 
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domestic operations with an active OBU. 


Commercial banking figures from the Bahrain Monetary Agency (BMA) showed a 
moderate rate of overall growth of 6.5 percent for 1981. Of the 18 commer- 
cial banks (the special category Islamic banks is excluded), 11 improved their 
net earnings and the average profitability ratio rose for the majority of com- 
mercial banks. Competition for funds among the 18 banks is intense. Private 
sector deposits increased by 43 percent. during the year, while loans grew 

by only 9 percent leading to an improvement in the loan-deposit ratio 
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from 97.5 perce! to 74.2 percent. 


[he major Western banks, so well established in Bahrain, are being joined by 
new and aggressive Arab banks with large amounts of public funds at their 





disposal, reflecting the trend among Arab financial institutions to play 

a larger role in investing Arab Government funds. Bahrain is the head- 
quarters of two major Arab banking consortia, the Gulf International Bank 
(GIB) (an OBU owned by the Government of Bahrain, Kuwait, Oman, Qatar, UAE, 
Iraq, and Saudi Arabia, with $21 billion in assets) and the Arab Banking 
Corporation (ABC), with paid-in capital of $1 billion, a Kuwait-Libya- 

Abu Dhabi venture. Both were chosen together with the National Bank of 
Bahrain to manage the overnment's $300 million oil refinery purchase loan. 
At year-end 1981 ABC was first in Arab banking and 10th in the world by 
lead management positions, with 33 deals led; GIB was correspondingly 

2nd and 11th in ranking with 21 led. Other large Arab consortium banks, 
such as the Arab Latin American Bank (ARLABANK), Union des Banques Arabes 
et Francaises (UBAF), and Banque Arabe et Internationale d'Investissements 
(BAII), are active in Bahrain as are Arab Government banks such as Saudi 
Arabia's National Commercial Bank, Iraq's Rafidain Bank, and the National 
Bank of Abu Dhabi. 


Offshore banking officially began in Bahrain in 1975 when Alan Moore, then 
Director General of the Bahrain Monetary Fund (BMA), saw that Bahrain had 
the potential to play a major role in managing some of the enormous sums of 
money generated around the Gulf as a result of the big oil price increases 
of 1973-74. Bahrain offered reasonably good communications, agr2eable liv- 
ing conditions, a stable government, and an advantageous geographical loca- 
tion both near the new oil wealth and midway between London and Far East 
financial centers. The Bahrain Government would not tax profits and would 
demand only an annual $25,000 license fee. These advantages, together with 
the deterioration of Beirut as a Middle East banking center, drew interna- 
tional banks to Bahrain. 


The assets of OBUs rose to $50.7 billion by the end of 1981, up 35.2 »percent 
from the $37.5 billion at the end of 1980, compared with the BMA prediction 

of a 1980 growth rate between 20 and 25 percent.. The BMA expects further 
growth during 1982 of 15 to 20 percent. OBUs are prohibited from carrying 

on commercial banking operations in Bahrain, but their economic contribution 
to the island's economy is immense. In rents, salaries, license fees and 
other local expenditures, OBUs annually add approximately $75 million in 
foreign exchange income to Bahrain. They have also created more than 1,000 
jobs for Bahrainis and offered substantial training in banking and financial 
services. Indirectly, the OBUs have benefited Bahrain by exposing local 
banks to a more competitive environment, thus promoting efficiency and stim- 
ulating innovation; encouraging employment in ancillary services (construc- 
tion, communications, capital goods importing); increasing interest by inter- 
national commercial and trading companies in establishing regional offices 

in Bahrain; increasing interest in establishing ancillary financial markets, 
especially insurance and trading in precious metals, commodities and securities; 
and promoting greater awareness of Bahrain as a country among international 
banks, which has enabled the Governemnt to raise loans on the best possible 
terms. 
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Enthusiasm for establishing OBU and investment companies is such that the 
BMA in early 1982 declared another 12-month moratorium, but this time only 
on publicly-owned OBU and investment companies, to modulate the "share 

fever'' which has swept the Gulf in the past 2 years and to limit the 
incorporation of new banks and institutions founded with public share issues. 
Four institutions have already been incorporated in public share issues: the 
Bahrain and Kuwait Investment Corporation, the Bahrain International Bank, 
the Bahrain Middle East Bank, and the Arab Investment Corporation, all 
founded at least partially with Kuwait capital. 


Banks following Islamic principles are assuming increasing importance in the 
Arab world as many Muslims seek to manage and increase their new wealth in 
ways consistent with Sharia or Islamic law. Islamic banks eschew interest 

in favor of fees charged for loans and investor participation in the bank's 
profits and losses, known as Mudarrabat banking. The Bahrain Islamic Bank 

was established in November 1979, as a full commercial bank. Its subscribers 
include other Gulf Islamic banks, Bahrain and Kuwait Government institutions, 
several members of the ruling Al-Khalifa family, and a number of Bahrain's 
most prominent merchants. The bank reports that it is attracting many small 
depositors. 


Negotiations for Bahrain's first Islamic bank (OBU) are in the final stages. 
The bank, the Dar al Mal al Islami (DMI), founded by the Geneva-based "House 
"is chaired by Prince Mohammad al Faisal of Saudi Arabia, 
who also heads the Islamic Investment Company (IIC). DMI's capital and depos- 
its are estimated at between $700 and $800 million with new deposits running 
approximately $30 million a month. DMI's subsidiaries, of which its Bahrain 


of Islamic Funds, 


OBU will be one, are formed with 49 percent local capital participation. 
The following U.S. banks have offices in Bahrain: American Express Interna- 
tional (OBU), Bank of America N.T. and S.A. (OBU), Bankers Trust Company 
(OBU), Chase Manhattan Bank (full commercial and OBU), Chemical Bank (OBU), 
Citibank N.A. (full commercial and OBU), Citicorp International Middle East 
(investment bank), Continental Illinois National Bank Trust Company (OBU), 
First City National Bank of Houston (representative), First National Bank 
of Dallas (representative), Irving Trust company (representative) , 
Manufacturers Hanover Trust Company (OBU), Security Pacific National Bank 
(OBU), and Texas Commerce Bank (representative). The tremendous amount of 
liquid assets in private hands in the Gulf has stimulated interest in U.S. 
shares commodities. Two American brokerage houses, Merrill Lynch and E.F. 
Hutton, as well as two Hong Kong-based commodity brokers, are established 
in Bahrain to direct these investments. 


AGRICULTURE 


Bahrain is to spend almost $68.9 million on agriculture between 1982 and 

1985. The goal is to boost the country's food production from 6 to 16 percent of 
total domestic requirements. The plan calls for Bahrain to be self-sufficient 

in egg production, produce 75% of vegetable requirements, and double milk pro- 
duction from 15% to 30%. It is not expected that Bahrain will ever become 
totally self-sufficient because of limited water and land resources. 
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Among projects allocated for in the budget are: a date processing plant 
($1.7 million); agriculture machinery ($2.65 million); drainage system 
extension ($1.85 million); feed subsidy ($12.2 million); a dairy farm 
($12.7 million), land reclamation ($8.5 million); an agricultural credit 
scheme ($16.7 million); the poultry project ($477,000); subsidies and 
incentive plan for farmers ($2.65 million). There should be many oppor- 
tunities for U.S.businesses during this 3-year period in the provision 
of both agricultural expertise and associated products. 


EXEMPT COMPANIES 


Paralleling its successful experiment in attracting offshore banking, 

Bahrain is encouraging foreign firms doing business in the region to 

locate on the island by exempting them from certain local laws and regula- 
tion. These exempt companies, upon payment of a fee of $6,625, may incor- 
porate in tax-free Bahrain without local partners, sponsors, or agents, 
provided, among other limitations, they maintain fully staffed local offices 
and do no business in the Bahrain market. The company takes the form of a 
closed joint stock company. It may not offer shares for public subscription 
and must have capital of not less than $53,000. Most companies in this cate- 
gory do not merchandize products. They include accountants, financial and 
management consultants, insurers, freight forwarders, equipment leasers, and 
corrosion specialists. A second type, exempt companies who manufacture, usu- 
ally must locate in the industrial area of Sitra. They pay a standard low fee 
for space rental. All exempt firms provide for Bahrain many of the same advan- 
tages as do the offshore banks: jobs for Bahrainis and money spent locally for 
rents, goods, and services. 


SHIP REPAIR 


Bahrain's excellent port, geographical location adjacent to major shipping 
lanes, and services-oriented economic plans make ship repairing a logical lo- 
cal venture. Bahrain is the site of the large Arab Shipbuilding and Repair 
Yard (ASRY) and three smaller, private-sector slipway/repair facilities. Now 
in its fourth year of operation, the $250 million Korean-built ASRY has cap- 
tured an important share of the Gulf's ship repair market, having repaired more 
than 475 ships, over 50 percentof which were in the VLCC (Very Large Crude 
Carrier) or ULCC (Ultra Large Crude Carrier) classes, exceeding its target 
figures by 20 percent... Although only 97 ships with a total tonnage of 14.5 
million tons were in for repair in 1981, compared with 101 ships totaling 19 
million tons in 1980, more revenue was generated. When ASRY was built, there 
was considerable scepticism about its utility due to its distance from tradi- 
tional technical resources. Bahrain is, however, ideally located at the mid- 
yoint of trade routes for ULCCs, which spend more time loading in the Gulf than 
any other waters. En route repair services represent considerable savings for 
shippers and ASRY's convenience, combined with high quality workmanship and 
fast turn-around times, have won it 12 percent of world business. This is 
noteworthy in a time of over capacity in the shipbuilding industry, with 52 
dry docks competing for repairs which could be handled by 12. 
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Owned by th even OAPEC countries, with Bahrain, Saudi Arabia, Kuwait, 
the U.A.E Qatar holding 18.94 percent each, Iraq 4.7 and 
Libya 1 ercent ASRY is operated by a Portugese ‘hipyard, Lisnave. 
ASRY is c le of dry-docking ULCCs of up to 500,000 DWT (the largest 
i i and accommodating four ULCCs in repair berths at any one 
from an even larger dry-dock recently built at Dubai 
which caused ASRY to reconsider a tentative proposal to open a second 
dock, af s not to have affected business. During 1981 ASRY was 
t fully bookedsand full computerization is being implemented to cope 
efficiently with expanding business. 
1981 figures will probably not show a net profit, but profitability 
is not an OAPEC criterion for judging ASRY's success. Far from 
as merely a commercial venture, ASRY was intended, and has 
or vehicle for Ene oa transfer to the Arabian Gulf. Ad- 
has benefited both from spin-off services and associated 
and from intensive staff-training programs aimed at maximum 
Arabization (currently 60 percent: of the 1,261 work force and half 
nt team are Arabs). 


One of Bahrain's foremost assets in attracting foreign business is its well 
educated population. Bahrain has the oldest public education system in the 


Gul f-- first primary school for boys opened 61 years ago. In 1980/81 
there were 69,083 students and 3,761 teachers in 125 public schools and 


10,367 students and 571 teachers in private schools. Among the better private 


schools is the U.S.-accredited and operated Bahrain International School, 
‘fers classes from primary through high school. 


education is rapidly expanding in Bahrain. The 6 year old college 
ealth Sciences has graduated 500 students in a wide variety of health- 
related fields and plans a new three-story nursing center. Gulf Technical 
College, founded in 1968 to meet the technical and vocational needs in the 
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Gulf, has been renamed Gulf Sonera to reflect its expanded and upgraded 
course program. Neighboring Bahrain University College of Arts, Sciences 
and Education, with 750 students currently, expects to have 2,500 by 1990. 
It opens a new science building this year. 


Construction of the College of Medicine, under way and due for completion in 
1983, is the first phase of the estimated $300-$400 million Gulf University 
project, a joint venture of the six Gulf States and Iraq. Development of 

the main university site and a marine science center will follow with facil- 
ities for 1,000 students by the year 2000. In approximately 2 years, there 


will be good opportunities for American companies to bid for construction and 
equipment contracts related to many aspects of building the University. 


In addition to its formal educational establishment, Bahrain has an extensive 
industry-organized training program. Most of the major public and private 
sector business establishments have training opportunities for their Bahraini 
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employees. One example is the Bahrain Bankers Training Center, financed 
by the Bahrain Monetary Agency and local banks, to train bank employees. 
Foreign firms located in Bahrain are encouraged to inaugurate such pro- 
grams or to contribute to a government training fund. TheU.S. 

Government and the Government of Bahrain have negotiated an agreement to 
place up to 100 Bahraini Government employees annually in the United States 
for specialized training. The GOB is determined to increase the number of 
jobs for its citizens and to gradually replace expatriates, especially at 
the management level, with Bahrainis. In 1980/81 there were nearly 2,626 
Bahrainis studying abroad, of whom 242 were in U.S. institutions. 


COMMUNICATIONS AND TRANSPORT 





Rapid and reliable communications are essential to Bahrain's position as an 
international business and financial center. For many decades, Cable and 
Wireless, owned by the U,;Ki.Government, has efficiently carried out all tele- 
communications operations and services in Bahrain. In July 1981, after 
more than 2years of negotiations, the Bahrain Government and local inter- 
ests took over 60 pencent of Cable and Wireless' operations on the island, 
and a new company (Bahrain Telecommunications B.S.C.) was created. Through 
its 40 percent equity, Cable and Wireless, enjoying an excellent reputation 
in international communications, is retained to operate all the services that 
the Bahrain Government considers to be so important for its continuing eco- 
nomic development. Bahrain Telecommunications B.S.C. is managed by a seven- 
member board, with Ibrahim Humaidan, Minister of Transportation and Communi- 
cations, as chairman. 


Bahrain has about 78,000 telephones and 1,560 telexes. In May 1979, Bahrain's 
second earth station opened (the first entered service in 1969). The island 
now has direct dial service to 44 countries in North America, estern Europe, 
and the major financial centersof the Far East. Other services available are 
mobile automatic telephones, high speed facsimile service for transmitting and 
receiving documents and drawings, International Data Base Service (IDAS), and 

a new service of receiving information from international financial and commod- 
ity markets via voice grade circuits (part of the Reuters monitor service). 
Bahrain Telecommunications is also planning for a third and fourth earth sta- 
tion. The first, relatively small, is to work for the Arab satellite, and the 
second for the Atlantic. Marconi of the U.K. and Nippon of Japan supplied 
equipment for the two existing stations. Bahrain Telecommunications plans to 
inaugurate a cable telephone link to the rest of the lower Gulf by 1984. This 
$80 million project has not yet been tendered. 


Bahrain's excellent Mina Sulman port is expected to have expanded business with 
the handling of Saudi-destined cargoes after the completion of the Bahrain-Saudi 
Arabia causeway. Notoriously congested during the boom days of 1974-77, with 

up to 2months' demurrage and a high rate of loss in discharged cargoes 

stored in the open, a crash expansion program, new equipment and improved man- 
agement have made Mina Sulman one of the Gulf's most efficient ports. In 198] 
the port handled 957 ships and over 1.9 million tons of cargo, and ships often 
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turned around within 24 hours. Bahrain has the Gulf's most modern container 
and roll-on/roll-off facilities and nearly half a million square meters of 
storage area (of which 120,000 square meters is warehouse). The 1.5 km chan- 
nel leading to Mina Sulman was strengthened in 1980 to permit supercarriers 
up to 960 feet in length to enter port. Mina Sulman's 3.5 million capacity 
far exceeds Bahrain's modest needs, and port authorities hope some of that 
excess capacity will prove attractive to Saudi importers. Barber Lines, 
Maersk, Nedlloyd, and United Arab Shipping provide direct and regular cargo 
service to Bahrain from U.S. east coast ports. 





Immediately adjacent to Mina Sulman's berths is a large, modern industrial 
park, the site of light manufacturing establishments, oil rig fabrication 
yards and other petroleum industry services, engines overhaul works, and 
marine and offshore service centers. Because of increasing demands for more 
space, a new industrial area was established in Sitra, 2 kilometers from 
Mina Sulman. The 191 hectares, combining a duty-free zone and an industrial 
area, was financed by the Kuwait Fund for Arab Economic and Social Develop- 
ment and has 7 kilometers of water frontage of different berthing depths, 
ranging from 9 feet to 28 feet. 


Bahrain's airport plays a vital role in the island's economy. Located on 
Muharraq Island, 10 minutes from the Manama city center by causeway, the 
airport handled 3 million passengers in 1981. Twenty-six international 
carriers, including Gulf Air, British Airways, Qantas, Singapore Airlines, 
UTA, and Cathay Pacific, serve Bahrain's airport. It is a principal stop- 
over on Europe-Far East routes. The rapid growth in passenger traffic has 
strained the airport's facilities. One extension phasehas just been com- 
pleted and inaugurated. This has expanded the arrival and departure areas 
and has brought the total of air bridges to seven, which means that the 
outer apron space, when fully utilized, can handle 14 jumbo jets simultane- 
ously. Recent plans to promote Bahrain as a tourist area may result in 
weekend stopovers being facilitated between East and West. Keeping this in 
mind, the Government is considering further extensions to the airport so 
that it can handle more carriers and passengers. 


Gulf Air, Bahrain's "home" carrier, is the airport's largest user. One of 
the earliest and most successful ventures in regional economic cooperation, 
Gulf Air--owned ty the Governments of Bahrain, Qatar, Oman, and the UAE-- 
has its administrative offices and certain maintenance facilities in Bahrain. 
Started as one-plane private venture 30 years ago, Gulf Air has grown to 
become the second largest Arab carrier. In 1980 it showed a profit of $9.3 
million,and in 1981 it carried 2.2 million passengers on routes extending 
from London and Paris to Hong Kong and Manila. For the time being, Gulf 
Air's policy is consolidation rather than expansion in the face of increasing 
competition on international routes. Demand for seats, however, is growing, 
especially on the Gulf-Far East routes, due to the large number of south 

and southeast Asian workers employed in the Gulf. Currently Gulf Air's jet 
fleet consists of 9 Boeing 737s and 8 Lockheed L-1011 Tristars in service. 
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IMPLICATIONS FOR THE UNITED STATES 


The United States has a strong and long established position in Bahrain's 
society and commerce. The first western school and dispensary in the island 
was established by American missionaries of the Dutch Reformed Church in the 
1890s, and the American Mission Hospital serves Bahrainis to this day. In 
November 1292'7, an American firm, the Eastern Gulf Oil Co., secured a conces- 
Sion in Bahrain. Several transfers and corporate mutations later, the Bahrain 
Petroleum Co., then a subsidiary of Standard Oil of California, brought in the 
figst oil pweld- da, 19352. American enterprise and American personnel thence- 
forth have been engaged in the vital center of Bahrain's economic development. 
Today, between 1,500 and 1,700 Americans live on the island, and about 80 U.S. 
firms have established offices and industrial and service operations; hundreds 
more are represented through local agents. 


Major U.S. firms located in Bahrain include Caltex Bahrain, Airways Engineering 
Corp. (airport and control systems), American Bureau of Shipping, Arthur Anderson 
and Co. (accountants), Boeing, Brown and Root (marine platform fabrication, sub- 
marine pipelines), DHL International (air courier & cargo services), Esso, Exxon, 
Halliburton (services and sales for the oil industry), E.F.Hutton (brokers), IBM, 
IMCO (oil well drilling fluids), Lockheed, Merrill Lynch International & Co. 

(broker), General Electric (repair and maintenance of engines and turbines), NCR 
Corporation (electronic data processing), Pratt and Whitney Aircraft, Price 

Waterhouse (auditors), and Ray Chem (wire, cable, and military electronics). 

Five of Bahrain's top hotels are managed by U.S.firms, 14 American banks are es- 


tablished on the island and for years, Bahrain has welcomed visits by U.S. Navy 
ships on station in the Gulf. 


American exports to Bahrain grew rapidly during the boom years of the mid-1970s 
and leveled off in the $150-¢169 million range in the latter part of the 1970s. 
The biggest single items in the export figures have been deliveries of Boeing 
and Lockheed aircraft to Gulf Air's all-U.S. jet fleet. Motor vehicles and 
parts, beverages and tobacco, chemicals, business equipment, home furnishings 
and miscellaneous manufactures and equipment have made up the bulk of U.S. non- 
aircraft exports. 


During the first three quarters of 1981, imports from the U.S. totaleq $110,227 
million, keeping the U.S. in third place. As the economy picked up steam in 
1981 and early 1982 in preparation for major projects, American exporters ap- 
peared to be well placedtoenlarge their share of Bahrain's market which showed 
U.S. imports steadily growing. As Bahrainis widen their economic interests and 
seek alternatives to their traditional British suppliers, there is a growing 
interest in American products and services. Also, many of Bahrain's development 
goals correspond nicely to sectors in which American enterprise is already well 
established in the Gulf. 


Finally, Bahrain's import needs for the next 5 years are primarily in areas 
where U.S. design, technology, and manufacture excel. The U.S. Embassy has 
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identified the following sectors as especially promising for U.S. exporters 
over the next 4 years: business equipment, including computers and periph- 
erals; health care equipment; water desalination equipment and systems; home 
and office furniture; agricultural products; laboratory, scientific, and 
engineering equipment; electrical power generation, transmission, and control 
equipment; building supplies of all kinds; sewer and water main line pipes, 
fittings and accessories; office/home security equipment; banking equipment; 
and street lighting devices. 


American exporters or business people seeking to locate in Bahrain will 

find the island a hospitable place to live and work. Personal visits, espe- 
cially for the new-to-market firm, are most important in securing the confidence 
of the Bahraini buyer in one's firm and product. 

It is best to avoid visits to Bahrain between June and September, because of 

the intense heat and humidity and the fact that Bahraini businessmen take their 
vacations during this period. Visits are also to be avoided during the holy 
month of Ramadan (in 1982 from June 22 through July 20 and in 1983 from June 11 
to July 9) when Muslims fast and the workday is cut short. 


Prompt and attentive followup on agreements or contacts is a must; the American 
exporter must remember he is facing stiff competition in Bahrain from the well- 
established British and the aggressive French and Japanese firms. Foreign firms 
may sell directly to Bahraini merchants without intermediaries, though often a 
local agent is advisable. If an agent is appointed, he must be a Bahraini cit- 
izen or company and with exclusive agency rights. It is possible, however, 
to sign agency agreements for specific products within a company's line or for 

a fixed period of time. A firm wishing to engage itself directly in the island's 
commerce by opening an office in Bahrain must have a local sponsor. Establishing 
major manufacturing, assembly, warehousing, or services operations for the Bahr- 
aini market requires local incorporation and 51 percent Bahraini participation. 
But firms wishing to make Bahrain their regional base, while not competing in the 
local market, may secure offshore or exempt status. In many cases, an exempt 
company which merchandizes products may nevertheless petition the Ministry of 
Commerce to sell them in the Bahraini market. If approved, the company pays the 
standard duty. Exempt companies may or may not have Bahraini participation at 
the discretion of the parent firm, but any activity within Bahrain's domestic 
commerce must be conducted through a local agent. American firms should care- 
fully review Bahrain's Agency Law and seek counsel of local attorneys, the 
Bahrain Chamber of Commerce and Industry, or the American Embassy in Manama. 


KEY BUSINESS CONTACTS IN BAHRAIN 


United States Embassy. Peter A. Sutherland, Ambassador; Laraine Carter, 
Commercial Officer; Abdulhamid Mofiz, Commercial Specialist. 
P.0O.Box 26431 
Tels 714. 151 
Telex: 9398 US ATO BN 
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Bahrain Society of Engineers. Jamil Al-Alawi, President. 
P.O.Box 835 
Tel: 320.083 


Bahrain Exhibition Centre. Dennis Casson, Chief Executive. 
P.O.Box 20200 
Tels 250.033 
Telex: 9103 EXHIB BN 


Bahrain Chamber of Commerce and Industry. Mohammad Jalal, President; 
Yousuf Saleh, Executive Director. 
P.O.Box 248 
Tel: 233.913 
Telex: 8691 GHURFA BN 


Ministry of Commerce and Agriculture. Habib Kassem, Minister. 
P.O.Box 251 
Teis 233.151 
Telex: 9171 TEJARA BN 


Ministry of Development and Industries. Yousef Ahmed Al-Shirawi, Minister. 
P.O.Box 235 
Tel: 253.361 
Telex: 8344 TANMYA BN 


Ministry of Finance and National Economy. Ibrahim Abdulkarim, Minister. 
P.O.Box 333 
Tel: 253.361 
Telex: 8933 MALEYA BN 


Ministry of Works, Power and Water. Majid Al-Jishi, Minister. 
P.O.Box 5 
Tel: 242.000 
Telex: 8525 MOWPW BN 


(All above addresses - Manama, Bahrain) 


% U, S. GOVERNMENT PRINTING OFFICE : 








